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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

I n  t h e  Matter of: 

THE APPLICATION OF E L Z I E  NEELY GAS ) 
COMPANY, 1 N C . r  FOR A RATE ) 
ADJUSTMENT PURSUANT TO THE ) CASE NO. 9 5 2 1  
ALTERNATIVE RATE FILING PROCEDURE ) 
FOR SMALL UTILITIES 1 

O R D E R  

0 

I T  IS  ORDERED t h a t :  

1. The S t a f f  A u d i t  Report f o r  E l z i e  Neely Gas, Inc . ,  ( " E l z i e  

Neely') a t t a c h e d  h e r e t o  as Appendix A s h a l l  be included as a p a r t  

of t h e  r e c o r d  i n  t h i s  p r o c e e d i n g .  

2. E l z i e  N e e l y  s h a l l  h a v e  u n t i l  t h e  close of b u s i n e s s  w i t h i n  

2 weeks of t h e  date  of t h i s  O r d e r  t o  f i l e  w r i t t e n  comments 

c o n c e r n i n g  t h e  contents of Appendix A. 

Done a t  F r a n k f o r t ,  Ken tucky ,  t h i s  9th day of June, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Sacre t a  ry 



APPENDIX A 

REPORT ON LIMITED AUDIT 

OF - 
E L Z I E  NEELEY GAS COMPANY 

CASE NO. 9521 

PREFACE 

On March 6, 1986, Elzie Neeley Gas Company (“Elzie Neeley”) 

filed an application pursuant to 8 0 7  KAR 5 : 0 7 6 ,  Alternative Rete 

Filing Procedure for Small Utilities, ( “ A R F ” ) ,  requesting 

authority to increase its rates charged  for furnishing gas. The 

proposed rates would generate $4,496 annually in additional 

revenues. 

In order to e x p e d i t e  the processing of the case and substan- 

tially reduce the need for written data requests, the C o m m i s s i o n  

staff chose to perform an audit, limited in scope, on the opera- 

tions of E l z i e  Neely. The audit was conducted by Tom Wells of t h e  

Division of Rates and Tariffs on April 16-17r 1986, at the offices 

of Elzie Neely in Melvin, Kentucky. 

SCOPE 

The scope of this audit was limited to aecertaining whether 

t h e  operating expenses €or the test period ended December 31, 

1985, were accounted for in accordance with the Uniform System of 

Accounts for Gas Utilities (”Uniform System of Accounts”) and were 

properly allocated. The Audit Division of the Public S e r v i c e  

Commission has recently begun a full scope audit of Elzle Neeley. 



B e c a u s e  of t h e  expanded  s c o p e  of t h a t  a u d i t ,  t h e  f i n d i n g s  a n d  

d i s c o v e r i e s  of i t  may d i f f e r  from t h e  f i n d i n g s  and  d i s c o v e r i e s  

made h e r e i n .  

Associated Organizatfons 

E l z i e  Neeley is o p e r a t e d  o u t  of the same o f f i c e  as f o u r  o t h e r  

en t i t i es :  P h e l p s  Gas Company; M i k e  L i t t l e  Gas Company, Inc . ;  

B u r t o n  An tenna  Company, I n c . ;  and  Licking V a l l e y  Cable Company, 

Inc. Mike L i t t l e  is the o w n e r  and  operator of each of t h e  five 

companies, and l abor  a n d  other resources a re  shared among t h e  

e n t i t i e s .  C o s t s  are o f t e n  al located among t h e  c o m p a n i e s ,  

especial ly  g a s - a s s o c i a t e d  costs among t h e  three gas compan ies .  

D i f f e r e n t  a l l o c a t i o n  m e t h o d s  a r e  used a c c o r d i n g  to t h e  circum- 

stances i n v o l v e d  w i t h  t h e  cost .  A l l o c a t  Ion  methods observed 

d u r i n g  the a u d i t  i n c l u d e d  o n e - t h i r d  a l l o c a t i o n ,  o n e - f o u r t h  

a l loca t ion ,  and a l l o c a t i o n  b a s e d  upon t h e  number of customers. 

P u r c h a s e d  G a s  

E l z i e  Neeley r e p o r t e d  $ 4 9 , 8 6 5  i n  t e s t - p e r i o d  p u r c h a s e d  gas 

costs b a s e d  on purchases of 10,300 M c f  of n a t u r a l  gas, a n  average 

cost per  Mcf of $4.811 a n d  l a t e  i n t e r e s t  charges of $312. For t h e  

1985 tes t  period, E l z i e  Nee ley  reported a l i n e  g a i n  of 563 Mcf of 

n a t u r a l  gas;  however, according t o  a l e t t e r  dated March 19, 1986, 

r e c e i v e d  from Elzie N e e l e y ' s  supplier, C o l u m b i a  Gas of Kentucky,  

I n c . #  E l z F e  N e e l e y  was u n d e r b i l l e d  hy 609 Mcf of n a t u r a l  gas at a 

to ta l  cost  of $2,772 for the months of November and December 1985. 

T h e r e f o r e ,  t e s t - p e r i o d  p u r c h a s e d  gas cos ts  s h o u l d  be i n c r e a s e d  by 

$2,772 to $52,637 and t h e  amount  of Mcf p u r c h a s e s  s h o u l d  b e  

i n c r e a s e d  by 609 M c f  to 10,909 M c f .  
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Office Supplies  and Expenses  

E l z i e  Nee ley  r e p o r t e d  $1 ,267  i n  o f f i c e  s u p p l i e r  a n d  e x p e n s e s  

for t h e  test  per iod.  As r e p r e s e n t e d  by management,  a n  e x p e n d i t u r e  

of $ 4 8 6  t o  Miller E n g i n e e r i n g  Company ("Miller") f o r  t h e  p u r c h a s e  

of a 2- inch  r e l i e f  v a l v e  was e r r o n e o u s l y  c l a s s i f i e d  as a n  o f f i c e  

s u p p l i e s  and  expense i t e m .  S e v e r a l  sma l l  e x p e n d i t u r e s  t o t a l i n g  

$257  w e r e  n o t  s u p p o r t e d  by o r i g i n a l  i n v o i c e s .  

The  e x p e n d i t u r e  of $ 4 8 6  for a 2 - i n c h  r e l i e f  v a l v e  is not a 

l e g i t i m a t e  expense of t h e  test p e r i o d  since the r e l i e f  v a l v e  w i l l  

p r o v i d e  economic  b e n e f i t s  t o  E l z i e  N e e l e y  for a p p r o x i m a t e l y  1 5  

years d u r i n g  its u s e f u l  l i f e .  T h e r e E o r e ,  t h e  e x p e n d i t u r e  of $486 

to H i l l e r  s h o u l d  be c a p i t a l i z e d  a n d  d e p r e c i a t i o n  r e c o g n i z e d  i n  t h e  

amount of $16 a n n u a l l y  o v e r  t h e  30-year useful l i f e  of the r e l i e f  

v a l v e  . 
A d d i t i o n a l l y ,  E l z i e  N e e l e y  s h o u l d  e s t a b l i s h  an i m p r e s t  fund, 

p e t t y  cash f u n d ,  t o  p r o p e r l y  a c c o u n t  for s m a l l  d i s b u r s e m e n t s .  The 

c h e c k  w r i t t e n  t o  t h e  impres t  f u n d  s h o u l d  be s u p p o r t e d  by v o u c h e r s  

or o r i g i n a l  i n v o i c e s  to  document  the e x p e n d i t u r e s  made f r o m  t h e  

f u n d .  I n  a u d i t s  of f u t u r e  periods t h e  Commission W i l l  pay Close 

a t t e n t i o n  to e x p e n d i t u r e s  made from the impres t  f u n d .  

Outaida Serv ices  Employed 

Elzie Neeley r e p o r t e d  $2 ,730  i n  o u t s i d e  s e r v i c e s  employed for  

t h e  tes t  per iod.  An a l located e x p e n d i t u r e  of $326 for the 

p u r c h a s e  of a n  odororneter, as Elzfe Neeley shares the u s e  of t h e  

odorometer with two other gas u t i l i t i e s  m e n t i o n e d  h e r e i n ,  was 

e r r o n e o u s l y  c l a s s i f i e d  as a c u r r e n t  expense i n  outside s e r v i c e s  

employed.  As t h e  odorometer w i l l  provide economic  b e n e f i t s  for 
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l o n g e r  t h e n  t h e  c u r r e n t  period, t h e  o d o r o m e t e r  h a s  been 

c a p i t a l i z e d  a n d  t h e  r e l a t e d  d e p r e c i a t i o n  expense recognized 

e l s e w h e r e .  T h e r e f o r e ,  o u t s i d e  s e r v i c e s  employed h a s  been r e d u c e d  

by $326 to $ 2 , 4 0 4  a n n u a l l y .  

Depreciation Expense 

E l z i e  Neeley r e p o r t e d  1985 d e p r e c i a t i o n  e x p e n s e  of $ 2 , 0 7 3 .  

The d e p r e c i a t i o n  s c h e d u l e  r e f l e c t s  t h a t  t h e  c a l c u l a t i o n  of t h i s  

amount i n c l u d e d  some asse ts  d e p r e c i a t e d  by t h e  A c c e l e r a t e d  Cost 

Recovery  S y s t e m  ( 'ACRS")  method.  The Commission r e q u i r e s  

u t i l i t i e s  u n d e r  i ts  j u r i s d i c t i o n  t o  u s e  d e p r e c i a t i o n  me thods  that 

spread the cost of u t i l i t y  assets e v e n l y ,  o v e r  t h e i r  estimated 

u s e f u l  l i v e s .  Accelerated t y p e s  of depreciat ion reeult i n  

r e c o v e r y  of more of t h e  cost of t h e  asset a t  t h e  b e g i n n i n g  of its 

u s e f u l  l i f e  and less cost near the end of i t s  u s e f u l  life. For 

t a x  p u r p o s e s ,  of c o u r s e ,  accelerated m e t h o d s  are a c c e p t a b l e  to t h e  

Commlsslon. C o n s e q u e n t l y ,  d e p r e c i a t i o n  e x p e n s e  h a s  b e e n  r e c a l c u -  

l a t e d  based on the i n - s e r v i c e  da tes  of t h e  assets and t h e  remain-  

i n g  u s e f u l  l i v e s  of t h e  asse ts  as e n u m e r a t e d  i n  S c h e d u l e  1. 

T h e r e f o r e ,  t h e  test-period d e p r e c i a t i o n  e x p a n s e  h a s  been reduced 

by $514 t o  $1 ,559  a n n u a l l y  wh ich  i n c l u d e s  depreciation e x p e n e e  on 

iteme capitalized herein. 

R e n t  - 
With in  the couree OE t h e  l i m i t e d  a u d i t ,  It wan found that 

M i k e  L i t t l e  is the owner of t h e  building i n  which E l z l e  N e e l e y  

r e n t s  o f f i c e  space. E l z i e  Nee ley  and four o t h e r  companies occupy 

o n e - h a l f  of t h e  b u i l d i n g  and t h e  Melv in  P o s t  Office, the other. 
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The r e n t  c h a r g e d  t o  E l z i e  Nee ley  is $200 mon th ly .  There does not 

s e e m  to  be any  p a r t i c u l a r  bas i s  f o r  this amount ,  n o r  d o e s  t h e r e  

seem t o  b e  a n y  c o n s i s t e n c y  i n  t h e  d e t e r m i n a t i o n  of t h e  mon th ly  

r e n t a l  charge among t h e  several  t e n a n t s .  

SUMMARY 

The f o l l o w i n g  is a summary o f  t h e  e f f e c t  of t h e s e  a d j u s t m e n t s  

on  Elzie Nee ley  ' s t e s t - y e a r  o p e r a t i n g  s t a t e m e n t :  

A C C t  T e s t  Year S t a f f  T e s t  Year 
No. Accoun t  N a m e  R e p o r t e d  A d j u s t m e n t s  A d j u s t e d  

Total  Gas O p e r a t i n g  Revenues  $73 ,745  $ -0- $73,745 

O p e r a t i n g  Expenses 
730 G a s  P u r c h a s e s  $49 ,865  $ 2 , 7 7 2  $52,637 
901 Meter Read ing  Labor 1 , 4 4 4  -0- 1 , 4 4 4  

921 O f f i c e  Sup. & Expenses  1,267 <486> 7 8 1  
923 O u t s i d e  Serv. Employed 2 ,730  (326) 2,404 
9 2 4  P r o p e r t y  I n s u r a n c e  2 , 9 5 1  - 0- 2,951 
931 R e n t s  2,400 - 0- 2 , 4 0 0  

920 Admin. S a l a r i e s  6,000 - 0 -  6 , 0 0 0  

403 D e p r e c i a t i o n  
408.1 O t h e r  Taxes 

NET OPERATING INCOME 

2,073 (514) 1;559 
1,041 -0- 1,041 

$ 3,974 $C1,446> $ 2,528 

CONCLUSION 

The books and r e c o r d s  m a i n t a i n e d  by E l z i e  N e e l e y  are r e a s o n -  

a b l y  i n  a c c o r d a n c e  w i t h  t h e  Uni form S y s t e m  of Accoun ta .  The moet 

sorloua f law i n  i t e  s y s t e m  i a  t h e  l a c k  of d o c u m e n t a t i o n  for  t h e  

wages and sa la r ies  a c c o u n t s .  Though according to t h e  management 

of E l z i e  N e e l e y ,  t i m e  records are k e p t ;  t h e y  a r e  d i s c a r d e d  a t  t h e  

t i m e  of payment of the w a g e .  Elzie Neeley should begin t o  

c a r e f u l l y  m a i n t a i n  and  f i l e  these records, n o t  o n l y  f o r  its own 

b e n e f i t ,  but  for t h e  b e n e f i t  of f u t u r e  c o n f i r m a t i o n  by o u t s i d e  

auditors. Moreover, Elzie Neuloy s h o u l d  obtain a copy of t h e  
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, 

G u i d e  to Record Retention Requirements from the General SerViC@S 

Administration and attempt to adopt the p r e c e p t s  c o n t a i n e d  t h e r e i n  

i n t o  its record-keeping system. 

Respectfully Submitted, 

Public Utilities Financial 
A n a l y s t  
PUBLIC SERVICE COMMISSION 
Rates and Tariffs Division 
Revenue Requirements Section 

-6 - 



SCHEDULE 1 

Accumulatod 
Jn-Serv. L i f e Deprec 1 a t  Ion 1985 

64-74 D i s t .  Lines $ 2 6  355 33  $ 1 1 , 9 6 8  S 7 9 1  

64-74 Meters 3 , 6 7 7  20 2,905 184 

79 B i l l i n g  Machine 596 7 5 10 8 6  

Date Description Cost ( Y r s . )  12/31/84 Depreciation 

8 0  Toyota Truck 1,900 3 1,900 -0-  

83  Dist. L i n e s  2,858 28 429  87 

9/85 1986 Ford Ranger 2,250 3 - 0- 2 50 

5/85 Abacus Computer 9 00 5 -0- 120 

8/85 Odorometer 326 5 -0 -  27  

3/85 R e l i e f  Valve 4 26 30 -0- 14  

AWUSTED DEPRECIATION EXPENSE $ 1 , 5 5 9  

~~~~ 

A Btraight-Line Method. 


